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Note: This article originally appeared in the
AICPA Small Firm Corner, which can be
found at www.aicpa.org/PCPS.
In August, I celebrated my second anniver
sary as AICPA Vice-President, Small Firm
Interests. During that time, I have traveled to
about 40 states, meeting regularly with small
practitioners to learn about their chief con
cerns and how the Institute can help enhance
their practices and resolve their problems. I
have met a truly inspiring group of CPAs who
are dedicated to professionalism. CPAs care
above all about maintaining their reputation
for competency and integrity and for highquality service in the public interest. At the
same time, they also care about growing their
practices and expanding the kinds of services
they offer. And there is exciting news in that
area, because my travels have proven to
me that the opportunities for small
firms are definitely growing. Here’s a
look at some of the most promising
prospects.
Second CPA firm engagements.
The Sarbanes-Oxley Act has generated
demand for a wide variety of CPA services
and opened up new opportunities for firms of
all sizes—including the smallest ones. Many
large practices are shedding some work in
order to take on SOX-related engagements, or
they may have to pass on compliance or other
engagements that the act forbids them from
performing for audit clients. In most cases,
these aren’t highly specialized services but
rather the core competencies of small firms.
Engagements in demand include internal
audit services, accounting (including write
up); audit workpaper preparation; reconcilia

tions; information
technology sup
port and manage
ment; controller
ship; tax and tax
planning; and
business valua
tion. They gener
ally are the kinds
of assignments
that can be per
formed during
nonpeak times and that might be offered to
existing clients or obtained by referral from
larger firms. For more information, turn to
these recent Journal ofAccountancy articles:
I www.aicpa.org/pubs/jofa/sep2005/
dennis.htm
I www.aicpa.org/pubs/jofa/jun2004/
dennis.htm
www.aicpa.org/pubs/jofa/may2004/
duffy.htm
Fraud services. Companies large
and small have become much more
aware of the threat that fraud poses to
their businesses. And the risk for small
businesses is certainly a real one. In a
recent study by the Association of
Certified Fraud Examiners, the median loss
for small companies was $98,000, higher than
that for any other size organization, and 46%
of the frauds reported in the survey occurred
at small businesses. CPAs are in an excellent
position to help their clients prevent and
detect fraud. Businesspeople are aware of the
problem—all practitioners have to do is
explain how they can help. The AICPA
Antifraud Resource Center provides a host of
free information on the subject, including
resources specifically for fraud consultants.

news update

www.aicpa.org/antifraud/homepage.htm
continued on page B2
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360 Degrees of Financial Literacy. This program provides
CPAs with free resources to help them take a leadership role in pro
moting financial literacy in their communities and gain visibility for
their practices. Offerings include a resource center; free CPE that
presents an overview of major issues; CPA mobilization kits that
include PowerPoint presentations with notes and fact sheets; a free
quarterly newsletter; and a volunteer database where you can regis
ter to get involved. Using these tools also is a great way to enhance
your firm brand in your local community. To learn more, go to:
www.aicpa.org/financialliteracy/cpa_firms.asp

CPA firm alliances. Many small firms are finding ways to
pool their strengths with those of other practitioners while main
taining their own autonomy. The alliances they form make it possi
ble for them to offer full service to their clients without fear of los
ing them once the client company begins to grow or its needs

New AICPA Centers:
What They Have to
Offer

AICPA
change. For example, a small firm that works largely with nonpub
lic clients might hook up with other practitioners with expertise in
technology consulting, auditing, business valuation or any other
type of specialization the client needs. The arrangements might
range from informal referral networks to more formal finks.
High Esteem from the Public

Recent AICPA surveys demonstrate that businesspeople continue to
hold CPAs in high esteem and have gained a renewed appreciation
for their services. That means that this is an exciting time to be a
small practitioner. The practice opportunities available all fall
within CPAs’ core competencies. Taking advantage of them is sim
ply a matter of investigating what’s available in your community
and analyzing how the demand matches your firm’s strengths.

jmetzler@aicpa.org

firms or for their clients. The featured
resources include information on IT
governance and regulation, system
security, privacy and systems audit
and internal control. There are also
premium content and discussion
forums available for IT Section
members and CITP credential hold
ers.

update

During the last year, the AICPA has
introduced a series of new centers
devoted to offering members valu
able information and resources in a vari
ety of key areas. All of the centers provide
updates on the latest news, events and
information of value to members involved
in the field. The centers of special interest
to members in public practice include:
• The Business Valuation and Forensic &
Litigation Services Center focuses
specifically on resources of interest to
practitioners in this specialty area, such
as business appraisal specialists, busi
ness valuation analysts and forensic
accounting specialists. Among other
offerings, there are articles and infor
mation on areas such as forensic
accounting, bankruptcy, relevant laws
and regulations, economic damages,
family law and fair value for financial
reporting. There is also premium con
tent available only for BV/FLS Section
members and ABV credential holders.

www.aicpa.org/BVFLS

• The Information Technology Center
provides dedicated tools for CPAs who
want to further their technology exper
tise, either for the benefit of their own

www.aicpa.org/INFOTECH

• The PCPS Firm Practice Center con
tains a wide range of tools and
resources intended to help make prac
ticing CPAs and their firms successful.
The site is designed to help all firms
address challenges and enhance busi
ness opportunities. Resources cover
subjects that range from practice man
agement to succession planning to
staffing to fees and pricing. There is
also premium content available for
PCPS members.
www.aicpa.org/PCPS

• The Personal Financial Planning
Center is designed for both consumer
and professional users. The practitioner
material is primarily targeted to CPA
financial planners who render services
in practice areas such as insurance,
investment, tax, retirement, education,
eldercare and estate planning. CPAs
serving in a fiduciary capacity and
CPAs interested in developing a PFP

niche practice will also find a wealth of
resources available. Additionally, spe
cial premium content is available for
AICPA PFP Section members and
Personal Financial Specialist credential
holders.

www.aicpa.org/PFP

• The Tax Center provides a host of tax
practice guides and checklists and
other resources to support members’
practices. They include access to tax
division publications, updates on leg
islative and regulatory issues and the
AICPA response to them, and news
about developments relating to profes
sional standards and ethics. There is
also premium content available for Tax
Section members.

www.aicpa.org/TAX
Other AICPA centers include the
Financial Management Center, especially
designed for members in business and
industry (www.aicpa.org/FMCENTER),
and the Accounting Education Center
(www.aicpa.org/AEC). In addition, three
Audit Quality Centers provide resources
for enhancing audits: the Center for
Public
Company
Audit
Firms
(www.aicpa.org/CPCAF); the Employee
Benefit Plans Audit Quality Center
(www.aicpa.org/EBPAQC); and the
Governmental Audit Quality Center
(www.aicpa.org/GAQC).

Published for AICPA members in medium firms. Opinions expressed in this supplement do not necessarily reflect policy of the AICPA.
Anita Dennis, supplement editor
Ellen J. Goldstein, CPA Letter editor
973/763-2608; fax 973/763-7036; e-mail: adennis@aicpa.org
212/596-6112; egoldstein@aicpa.org
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Study Finds SOX Compliance Is
Costlier than Expected

A new study has found that compli
ance costs associated with the
Sarbanes-Oxley Act appear to be
much higher than expected and can
place a greater burden on smaller
companies. According to the data,
average audit fees increased by $2.3 mil
lion to $5.8 million in 2004, up from $3.5
million in 2003, primarily because of the
act and its Section 404. In the study, “SOX
Costs: Auditor Attestation Under Section
404,” Susan W. Eldridge and Burch T.
Kealey, both assistant professors of
accounting at the University of Nebraska at
Omaha, note that the act “created a tremen
dous amount of new work for public com
panies and their auditors by requiring com
panies that file annual reports with the SEC
to assess and annually report on the effec
tiveness of internal controls over financial
reporting and by requiring the auditors of
these companies to attest to these manage
ment assessments.”

The smaller the company, the higher
the likely cost of compliance, the study
found. “SOX audit costs appear to be based
on company size, asset growth, and
the effectiveness of internal controls
in addition to the 2003 financial
statement audit rate,” the authors
write. “Specifically, the SOX audit
costs increase with size, but the
SOX audit unit costs vary inversely with
size. This inverse relationship is consistent
with larger companies benefiting from
returns to scale and smaller companies
spending fewer resources on internal con
trols and being more likely to have material
weaknesses in internal controls. The posi
tive relationship between SOX audit costs
and asset growth supports the notion that
rapidly growing firms may not be able to
update their internal control systems in a
timely manner and, therefore, may be more
likely to experience internal control weak
nesses. Firms that reported ineffective
internal controls experienced higher SOX
audit costs than those that reported effec
tive internal controls. We also find evi

news & notes

Strong Outlook for New Recruits, Hiring

Enrollment in accounting programs is rising, graduation rates are
increasing and hiring is strong, according to new AICPA data.
Each year, the Institute prepares its report, Supply of
Accounting Graduates and the Demand for Public Accounting
Recruits, to gauge enrollment, graduation and hiring rates across
the country. This year’s report is based on a survey conducted in
2005 of U.S. colleges and universities that offer accounting degrees
at the Baccalaureate, Master’s or Ph.D. level and a survey of public
accounting firms and sole practitioners. The report is presented in
two sections:
• “Accounting Graduates” offers detailed information on the num
ber of accounting degrees awarded by universities during the
2003-04 academic year.
• “Hiring by CPA Firms” reports the hiring of college graduates
by public accounting firms in 2004.
Both sections present data weighted to provide a normative
profile of the recipients of accounting degrees and new hires at CPA
firms. Here are some highlights.
Supply Data from Colleges and Universities

• Enrollments in accounting programs continued to climb. For the
four-year period 2000 to 2004, enrollments are up 19% (to
171,000 in 2004). The increase in enrollments from 2003 to
2004 was 1.5%.
• 40,400 students received Bachelor’s degrees in accounting and
13,300 were awarded Master’s degrees. Compared to 2002-03,
the number of Bachelor’s degree recipients increased 9% and the
number of Master’s degrees awarded increased 5.4%.

dence that financial services firms paid sig
nificantly lower SOX audit rates and elec
tronic equipment and electronics firms paid
significantly higher SOX audit rates than
firms in other industries.”
The professors’ study looked at disclo
sures from 2005 proxy statements or forms
10-K of a sample of Fortune 1000 compa
nies and found the $2.3 million increase.
That’s significantly higher than some pre
vious estimates. The study notes that in its
Release No. 33-8238, the Securities and
Exchange Commission said it estimated
aggregate annual compliance costs of
$1.24 billion, or $91,000 per company. A
subsequent survey by Financial Executives
International indicated average annual total
compliance costs per company ranging
from $559,000 to over $8 million, based on
company size. Audit fees were expected to
be 26% to 30% of total costs.
More information on the paper can be
found at:
papers.ssrn.com/sol3/papers.cfm?
abstract_id=743285

• The increase in Bachelor’s and Master’s degrees awarded was
seen across the country, except in the Eastern region, where
Bachelor’s degree recipients held steady and Master’s degree
recipients decreased.
• In 2003-04, more women than men received Bachelor’s degrees
(55% to 45%) and Master’s degrees (54% to 46%), while more
men than women received Ph.D.’s (61% to 39%).
• Minorities accounted for 23% of accounting Bachelor’s degrees,
21% of Master’s graduates and 38% of Ph.D.’s.
• Approximately one-third of 2003-04 Bachelor’s degree recipi
ents took jobs with public accounting firms and about one-fifth
began their careers in business and industry. A majority of
Master’s degree recipients (53%) went into public accounting.
These proportions are similar to the placement of 2002-03
degree recipients.
Demand Data from Public Accounting Firms

• In 2004, there was a 17% increase in the number of new
accounting graduate hires by the firms compared to 2003. The
number of Bachelor’s hired increased 13% (to 15,000) and
Master’s hires increased 33% (to 4,700).
• Over the years, the Institute has tracked the proportions of new
hires working in accounting/auditing, management consulting
and taxation. In 2004, three-quarters of the graduates (77%)
accepted accounting/auditing positions, more than one-fifth took
jobs in taxation and 2% began work in management consulting
for public accounting firms.
• The majority—53%—of new graduates hired by public account
ing firms were women—a 1% decrease from 2003.
• Twenty-three percent of new graduate hires were minorities, up
continued on page B4
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continued from page B3—Strong Outlook
5% from the previous year.
• Across all firms surveyed, the annual turnover rate was 12%, a
2% increase over 2003.
• In 2004, the turnover rate was higher for women than men, espe
cially at medium-sized and smaller firms.
• The largest firms were the most ethnically and racially diverse.
Demand Projections by Public Accounting Firms

In addition to reporting actual 2004 hiring facts and figures, firms

The Internal Revenue
Service and Department of
the Treasury have released
the 2005-2006 Priority Guidance Plan,
listing the tax issues that will be the subject
of formal legal guidance during the next
year.
The agencies say that the Priority
Guidance Plan, a 27-page document, plays
an important role in assisting taxpayers to
navigate the tax system. “The guidance
plan is developed in consideration of sug
gestions from internal and external stake
holders, including taxpayers, tax practition
ers and industry groups,” the agencies said.
“This input enables the IRS and the
Department of Treasury to focus legal
resources on providing guidance on a broad
range of issues that are important to taxpay
ers and tax administration.”

IRS Course on Disaster Assistance
The Internal Revenue Service provides an online disaster assis
tance self-study course designed to help tax practitioners and
others working with people in the wake of tragedies like
Hurricane Katrina. The course covers issues such as reporting

Not at all
beneficial
1%

Get Involved
“In general, how beneficial

Not very
beneficial
13%

is involvement in industry

or professional associations
to an employee’s career?”

Very
beneficial
25%

Their responses:

Somewhat beneficial
61%

Source: Accountemps

were asked to forecast future hiring trends. Their estimates of the
percentage change from actual accounting graduate hires in 2004 to
future hires (in 2005, 2007 and 2009) were very optimistic across
all firm sizes. While more conservative, firms’ estimates of future
hiring of non-accounting graduates were also positive.
The report is available at the AICPA Accounting Education
Center under “Publications, Reports and Studies”:
ceae.aicpa.org/Resources/Publications+Reports/Accounting
-t-Education.htm

The 2005-2006 Priority Guidance
Plan contains 254 projects dealing with tax
topics that affect individuals, corporations,
charities, international transactions and
employee benefit plans. Issues covered
include:
• Additional legal requirements prompted
by the stronger standards for reporting
tax shelters under the new American
Jobs Creation Act.
• Guidance on the tax treatment of distrib
utions from Roth retirement plans.
• Guidance on the impact of providing a
2½-month grace period for flexible
spending accounts on health savings
accounts (HSAs).
• Regulations under section 529 regarding
qualified tuition programs for higher
education.
• How charities should report car dona
tions they receive.
• Legal requirements to withhold on the
winner’s prizes at poker tournaments.

IRS Priority
Guidance Plan

Executives were asked,

AICPA

“Guidance provides a real service to
taxpayers by clarifying how the IRS inter
prets the law,” said IRS Commissioner
Mark W. Everson. “The results of the new
plan, published over the next 12 months,
will help taxpayers comply with the law.”
This year’s plan also reflects the IRS
Strategic Plan, which highlights the
agency’s avowed commitment to providing
excellent service to taxpayers and enforcing
tax laws in a balanced manner.
The IRS says that the Priority
Guidance Plan serves a critical role in
eliminating ambiguity and guesswork on
how the agency will treat certain issues.
This year’s plan, according to the IRS,
reflects changes that make it more useful
for tax practitioners. The plan has been
redesigned to include more specific
descriptions of guidance projects for the
year ahead. To access a copy, go to:
www.irs.gov/pub/irs-utl/20052006_guidance_priority_list.pdf

casualty losses and gains, record reconstruction, payments,
benefits and tax returns and psychological reactions. It can be
found at:
www.irs.gov/businesses/small/article/0„id=147154,00.html

Write CPA Letter Articles, Receive CPE Credit
The CPA Letter public practice supplements encourage readers to
share information and experiences through bylined articles on
subjects of interest to your fellow CPAs in public practice. If the
topic fits our editorial calendar and your article is featured, you
may claim continuing professional education credits for the time
you spent preparing the article (in accordance with the Joint
AICPA/NASBA Statement on Standards for Continuing
Professional Education, revised as of Jan. 1, 2002). The first step
is to submit article topics for approval to:
adennis@aicpa.org

